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Abstract
Purpose – The purpose of this paper is to test the linkage between innovation strategies
(process innovation and service innovation) and organizational performance in the context of Malaysia
hotel industry.
Design/methodology/approach – A total of 475 sets of questionnaires administrated through mail
to all three star and above rating hotel managers in Malaysia, and only 24 percent of it, which is
114 were usable. Regression was utilized to test the link of innovation strategies and performance.
Findings – The results showed that hotels in Malaysia used process innovation and service
innovation as their functional-level strategy. Specifically, both process innovation and
service innovation strategies positively linked with performance. But, the paired sample t-test result
indicated that process innovation has slightly greater effect on performance than service innovation.
In addition, this study found that hotel size significantly affected the performance.
Research limitations/implications – This study is one of the limited number of studies which
has empirically addressed the effect of innovation strategies on performance in hotel industry.
Additional researches are needed to address effect of potential mediators or even moderators in
innovation strategies and performance linkage.
Practical implications – This study found that implementation of process innovation and service
innovation as their functional strategy could assist to attain better performance in Malaysia
hotel industry. Entirely the findings provided new insight to the hotel management in understanding
the role of innovation strategies in generating enhanced performance.
Originality/value – Process innovation and service innovation in the service industry have received
very limited empirical attention in current innovation literature. This study extended the body
of knowledge in innovation literature, particularly in hospitality sector in Malaysia.
Keywords Performance, Innovation strategies
Paper type Research paper
1. Introduction
The escalating rivalry in the domestic and global market, strong guests’ demands, fast
progression of technologies and government procedures made the hospitality business
transformed extremely in the past several years and is becoming more unsettled
(Kaliappen and Hilman, 2014; Wang et al., 2012; Okumus et al., 2010; Tavitiyaman
et al., 2011; Olsen and Connolly, 2000). Failure to implement suitable strategies to deal
with this tough rivalry could lead to poorer performance (Mia, 1996). In the context of
shifting customer anticipations, technological discontinuities, growing environmental
uncertainties, hotel management has a big challenge of creating the accurate strategic
choice and setting their strategic priorities for business success (Hilman and Kaliappen,
2014). Therefore, to deal with the modern encounters, the service businesses must have
















































executed (McDermott and Prajogo, 2012). Innovation is a major strategy in creating
new product/service development, establishment of new methods of production,
supply and distribution, changes in management processes and provides concepts
and processes for gaining competitive advantage and superior performance (Wang and
Ahmed, 2004). For instance, product/service innovation, market innovation, process
innovation, technology innovation, open innovation, behavior innovation and
strategic innovation were among some popular innovation strategies in the current
period and it has helped to improve the overall performance (Wang and Ahmed, 2004).
Therefore, innovation strategies have been regarded as having a pivotal role in
enhancing performance, market advantage, sales growth and profitability (Sandvik
et al., 2014). Due to the increasing significance of innovation strategies toward the
superior performance attainment and competitive advantage, numerous empirical
researches were conducted to test the connection between innovation strategy and
organizational performance from various business fields (Rosli and Sidek, 2013; Rheea
et al., 2010; Hilmi et al., 2010; Prajogo and Ahmed, 2006). However, empirical studies
that highlight the association of innovation strategies and performance are still limited
within the context of the service industry (Prajogo, 2006) particularly in Malaysia hotel
industry. To extend the body of knowledge, this research assessed the influence
of innovation strategies, mainly process innovation and service innovation on the
performance of hotels in Malaysia. The results of this research would be beneficial
for hotel managers in making right strategic decisions concerning their hotels’
innovation strategies that could lead to attain strategic direction goals.
Hotel industry is a vital component of Malaysia’s economic development (Awang
et al., 2008; Razalli, 2008). The government of Malaysia through the Ministry of
Tourism and Culture continuously derives various policies, plans and agendas in
sustaining the performance and quality of the hotel industry. As a result, RM 1.2 billion
has been allocated by the government for operating and development expenditure in
the year 2013 and 2014 to implement Visit Malaysia Year 2014 programs (Hotel
Yearbook, 2014). Furthermore, the government introduced an investment tax allowance
and pioneer status for new hotel with four and five star rating. Consequently, there are
several foreign brand hotels newly built, expanded and some under construction such
as Marriot, Shangri-La, Hilton, Amari, Mercune, Four seasons, Four Points (Sheraton),
Ritz Carlton, Banyan Tree, The Ru Ma, W and St Regis (Hotel Yearbook, 2014).
Currently, there are 475 registered three to five star rating hotels in Malaysia.
The Ministry is expecting to achieve RM 168 billion revenue growth and 36 million
tourist arrivals in the year 2020 (Aruna, 2013). Hotels that operate in Kuala Lumpur,
Johor, Penang and Langkawi are targeting to gain more yield in upcoming years.
This research intended to test the relation of innovation strategies and performance
in the context of Malaysia hotel industry. Therefore, the subsequent exploratory
research questions are used to achieve the research objective:
H1. What type of innovation strategies being employed by hotels in Malaysia?
H2. Do innovation strategies contribute to better performance?
2. Literature review and hypotheses development
2.1 Theoretical underpinnings – dynamic capabilities (DC) and innovation strategy
Numerous scholars emphasis organizations need to develop various forms of







































environment (D’Aveni, 1994; Wiggins and Ruefli, 2005; Kunc and Bhandari, 2011;
Singh et al., 2013). Many scholars and researchers are discussing about the DC. Teece
et al. (1997) stated that DC is a capability to create the integration for the adaptation to
transform the organization in present swiftly changing external environment.
Eisenhardt and Martin (2000) stated that DC is a precise procedure which involves
product improvement, strategic choice creation and alliance. Singh et al. (2013)
mentioned that capability must be the convention that could be made repeatedly, which
mostly used by top management to organize the resources in proper mode. Wang and
Ahmed (2007) identified adaptive capability, absorptive capability and innovative
capability. Olsson et al. (2010) said innovative capability is assisting to nurture
innovation constantly to respond effectively toward fluctuating environment.
So, the organization’s capability to generate innovations has been recognized as a
pivotal matter for its overall success. Therefore, innovation can be specified as an
organizational capability since it arranges the resources with a different ability to build
added value to strive in modern business (Yang et al., 2006; Saenz et al., 2009). Based on
the DC perspective, innovation strategies are considered as organizational capabilities
that are used as a basis for competitive advantage and superior performance
attainment. This perspective addressed organizational capabilities as fundamental
factors of good performance, so the DC were found to be suitable perspective to explain
this study that highlighted innovation strategies and performance link.
There is another viewpoint to point out the innovation strategy. Based on strategic
management literatures, innovation strategy is considered as a functional-level
strategy that focusses on the maximization of resource productivity within each
specific function (Nandakumar et al., 2011). Therefore, innovation strategy emphasizes
to make the best use of the resources efficiency in process, product/service, networking,
entrepreneurial and R&D (Forsman, 2009; Wang and Ahmed, 2004). So, this study also
investigated the innovation strategy as a functional-level strategy that could lead to
better performance.
2.2 Defining innovation strategy
The prior literatures show various definitions of innovation. Schumpter (1934) as cited
in Wang and Ahmed (2004) defined innovation as developing new product/service, new
methods of production, new market, new source of supply and new organizational
forms. Miller and Friesen (1983) stated innovation as new product/service innovation,
method of production, risk taking by key executives and seeking rare and unique
innovativeness. Drucker (1985) stated innovation as the process of providing new and
enriched competencies. Hult et al. (2004) stated innovation as the firm’s capacity
to engage in innovation. Kuratko and Hodgetts (2004) stated new formation of idea and
development of remaining resources to create wealth. Thornhill (2006) stated as
a process of idea creation, improvement of invention and introducing new product/
service/process to the market. Verma et al. (2008) mentioned innovation often
understands efforts for continuous improvement. O’Sullivan and Dooley (2009) stated
innovation is about helping organizations grow. Innovation is the practice of creating
modifications to something reputable by presenting something novel that increases
value to customers. Hilmi et al. (2010) defined innovation as ability to create something
new or bring out renewal and acting in a way that utilizes this ability. Bakar and
Ahmad (2010) said innovation as the ability of a firm to use new chances to advance






































different idea from stakeholders and fluctuations in external environment. Shah
and Chattopadhyay (2014) stated innovation is a replicable process where the
organizations not necessarily reinvent the whole process/product, but they just
requisite to grow innovative ways out to satisfy the customers’ obligation that is
neglected by the rivals. The literatures show various forms of innovation strategies,
but this study merely focussed on implementation of process innovation and service
innovation in hotel industry to boost the performance.
2.3 Organizational performance measurement
Different organizations are consuming different methods to evaluate their performance.
Performance can be evaluated in financial and non-financial indicators (Darroch, 2005;
Bagorogoza and Waal, 2010; Bakar and Ahmad, 2010). Utmost organizations select
financial indicators to evaluate their performance, such as return on assets, average
annual occupancy rate, net profit and return on investment (ROI). There were
some flaws in financial measures; limited precision, neutrality, summarized and
irrelevant because of accounting period delay (Wadongo et al., 2010). Furthermore, it
emphasizes only on a short period basis, unbalanced and also failed to reflect the
strategic issues and performance (Wadongo et al., 2010; Harris and Mongiello, 2001;
Kaplan and Norton, 1992, 1996). Therefore, numerous investigators tend to calculate
the performance using both financial and non-financial performance indicators (Saunila
et al., 2014; Wadongo et al., 2010; Grawe et al., 2009; Hilman, 2009; Razalli, 2008;
Jusoh and Parnell, 2008; Evans, 2005). Thus, balanced scorecard (BSC) was produced to
offer balanced performance measures for financial and non-financial perspectives in
evaluating the organizational performance. As a result, BSC retained the financial and
added three non-financial views; customer, internal process and learning and growth
(Kaplan and Norton, 1992, 1996).
2.4 Innovation strategy and performance linkage
The significance of innovation strategy is explained by several researchers such
as Lopez and Sanchez (2013), Al-Ansari et al. (2013), Tajeddi and Trueman (2012),
Jiménez-Jiménez and Sanz-Valle (2011) that could lead to attain superior performance
and competitive advantage. As discovered in various empirical researches, innovation
strategies and organizational performance have a positive and significant association
(Cainelli et al., 2006; Keskin, 2006; Mansury and Love, 2008; Grawe et al., 2009; Bowen
et al., 2010; Sdiri et al., 2010; Hilmi et al., 2010; Rheea et al., 2010; Gunday et al., 2011).
Innovation classified as product/service, process, market, behavior, open and strategic
(Wang and Ahmed, 2004), but this study focussed more on process innovation and
service innovation impact on performance (Hilmi et al., 2010; Grawe et al., 2009).
2.5 Process innovation
The literatures indicate that process innovation as a method of re-engineering and
refining internal business operation which involves many aspects such as technical
design, R&D, methods of service creation, managing and commercial actions (Freeman,
1982; Cumming, 1998). Furthermore, process innovation emphasizes on creating
improvement in techniques, knowledge, process, system, procedure and skill
in transforming service creation process (Oke et al., 2007; Wan et al., 2005; Langley
et al., 2005; Zhuang et al., 1999; Gopalakrishnan and Damanpour, 1997). Wang and







































approach and technology to enhance the production and management process.
O’Sullivan and Dooley (2009) defined process innovation as creating beneficial
modifications in the process of producing the offerings. Process innovation is involved
with all functional and operational activities that assist to reduce the production cost,
enhance the quality, delivery method, gain market share, attaining superior
performance and competitive advantage (Gunday et al., 2011; O’Sullivan and Dooley,
2009; Qin, 2007). Specifically, hotels can perform the process innovation activities in
the management process, core process and support process (Drljača, 2006). Previous
studies found that process innovation has a significant association with performance in
various business fields (Rosli and Sidek, 2013; Gunday et al., 2011; Ar and Baki, 2011;
Varis and Littunen’s, 2010; Hilmi et al., 2010). Therefore, this study has proposed
following hypothesis:
H1. Process innovation is positively related to organizational performance.
2.6 Service innovation
Service innovation is defined as creation of valuable alterations in the service that
the customers use (O’Sullivan and Dooley, 2009). Precisely, service innovation
happened because of a greater degree of interaction and vigorous request from guests
(Victorino et al., 2005). Therefore, hoteliers requisite constantly execute innovation in
service to raise the service features to satisfy the customers’ requirement (O’Sullivan
and Dooley, 2009). Remarkably, Damanpour and Gopalakrishnan (2001) stated that
service innovation has also been identified as product innovation. Chen (2011)
mentioned service innovation is considered as the expansion of valuable ideas to advance
the service efficiently. So, it is useful to execute service innovation in the hospitality
industry because guests can simply find compatible service deals in hospitality industry
(Victorino et al., 2005). Thus, to evade this challenge the hoteliers should provide
innovative service deals to the guests based on their inclinations to attain superior
performance and competitive advantage (Victorino et al., 2005; Kumar et al., 2011).
For example, hoteliers could offer various and delightful menus, WI-Fi, customize
room beautification, exclusive room amenities, creative design and architecture (Victorino
et al., 2005). Several studies found that service innovation assist to attain better
performance (Grawe et al., 2009; Mansury and Love, 2008; Prajogo and Ahmed,
2006; Frohwein and Hansjurgens, 2005). Therefore, this study has proposed
following hypothesis:
H2. Service Innovation is positively linked to organizational performance.
3. Research methodology
The framework illustrated in Figure 1 has been shaped to display the link of innovation
strategies and performance. Precisely, this study designated the structure as
functional-level strategies (Innovation strategies) and organizational performance
association.
3.1 Variables and measurements
This study used innovation strategy; process innovation and service innovation as
independent variables and organizational performance as a dependent variable. Likert-
type scale items were utilized for all scale items. Process innovation was measured using
items adapted from Hilmi et al. (2010). The Likert-type items were fixed at 1¼ strongly






































process innovation was 4.31-4.37. Service innovation was evaluated using items adapted
from Grawe et al. (2009). Respondents were requested to specify their current functional
strategy implementation regarding the service innovation. The mean for five items ranged
from 4.29-4.39 (1¼ strongly disagree to 7¼ strongly agree). Organizational performance
was evaluated using items adapted from Hilman (2009) and Kaplan and Norton (1996).
Respondents were requested to specify the performance of their hotels in the past three
years compared to the performance of their key rivals in the industry (1¼ significantly
decrease to 7¼ significantly increase). The mean values for the six items ranged from 5.98
to 6.47. The means and standard deviations for each item are presented in Table I.
To recognize the accurate link of innovation strategy and organizational
performance, it is vital to control other possible variables that could influence
the organizational performance. The control variables in this study are; hotel size, age
and location. The size of hotel is represented by the number of rooms (Ros and Sintes,
2009; Baum and Haveman, 1997; Damanpour, 1996) which is considered as one of the
most relevant productive resource that may influence the decision of executing
innovation strategies and determine profitability. The age of hotel is represented by the
years of operation (Baum and Mezias, 1992) which is considered as an organizational
resource that highlighted the hotels’ experience and reputation as well as potential
to influence the innovation decision. The location is represented by city, island and hill
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Construct and items Mean SD
Process innovation
Constantly improving business process 4.36 1.34
During 5 years, has developed many new management approaches 4.37 1.41
If cannot solve a problem using conventional methods, we improve on new methods 4.31 1.38
Change service creation methods at great speed 4.36 1.39
Service innovation
Accept service innovation in project management 4.36 1.36
Give special emphasis on service innovation 4.32 1.45
Always seeking innovative features 4.29 1.45
Change the existing services to meet exclusive requirement 4.39 1.32
Come up with new service offerings 4.33 1.39
Organizational performance
Return on investment (ROI) 5.98 0.66
Market share 6.26 0.62
Sales growth 6.31 0.65
Customer perspective 6.22 0.65
Internal process perspective 6.35 0.73











































hotel industry and the location where the hotel operates may affect the decisions of
innovatzion and performance. All these three factors have potential to influence
the innovation decisions (Ros and Sintes, 2009). So, these variables were controlled in
the data analyses.
3.2 Data collection and sample characteristics
Data were collected in Malaysia using self-administrated questionnaire based on
census method. The census method attempts to collect data from every hotel of the
whole population being studied rather than choosing a sample ( Jupp, 2006).
This method gives more reliable, accurate and unbiased results through extensive
information (Aggarwal and Khurana, 2009). An initial survey draft was revised by two
hotel managers and two university lecturers in order to provide strong content validity.
The three to five star ratings hotels were carefully chosen for investigation. Restraining
the samples to a single industry increases the internal validity of the research (Grawe
et al., 2009). Hotels’ top and middle managers or executives were selected by assuming
that they have enough information of their hotels’ innovation strategies and
performance level. All the information regarding the potential respondents were
generated using directory of Ministry of Tourism and Culture, Malaysia. Survey
were sent to all 475 three to five star rated hotels through mail and continuation letters
were prepared to possible respondents after two weeks. For the period of four months,
a total of 144 completed surveys were returned. Of the completed survey, 114 were
usable, resulting in a response rate of 24 percentages. Totally, 20 responses were
discarded due to too much of missing data. Although, the survey response rate is low
but the distribution of hotel ratings seems appropriate to reflect the research objectives.
The Table II shows the respondents demographic profiles.
4. Analysis results
4.1 Validity and reliability
The validity of the constructs was inspected prior to hypothesis testing. Albeit, the
components of process innovation, service innovation and organizational performance
were well known, but still exploratory factor analysis (EFA) was conducted. Principal
component analysis was utilized to evaluate the variables. All the items were remained
due to strong loadings, W0.50 (Hair et al., 2010). The outcomes of EFA are displayed in
Table III. To confirm the reliability of the data, Cronbach’s α was calculated.
The α values of these factors were more than 0.80 as presented in Table III. As a result,
this specified strong validity and reliability has been attained.
This study used variance inflated factor (VIF) and tolerance value to identify the
multicollinearity problem. The general rule of cutoff point for VIF is the value should
not exceed 10 while the tolerance value should be not o0.10 (Pallant, 2005).
In this study, all the values of VIF did not exceed 10 and all the tolerance values were
W0.10. Thus, no multicollinearity problem exists in this study.
In this study, non-response bias was accessed by comparing early and late
respondents. There were 67 early respondents and 47 late respondents who responded
after receiving reminder letter. The t-test analyses revealed no significant differences
at the 0.05 level between the two groups, indicating that non-response bias is not
a major problem and does not influence the study findings (Skarmeas et al., 2002).
Furthermore, all items were answered by a single respondent so there are possibilities






































used the Harman’s single factor test for CMV (Wang et al., 2012). All factors were
extracted, with the first factor explaining 0.4598 of the total variance. It is lower than
0.50 (Peng et al., 2006), suggesting no CMV occurred.
4.2 Regression analysis
Hierarchical regression was run to test the association of process innovation and
service innovation on organizational performance. Table IV shows that the dimension
of control variables was significantly associated with organizational performance
(R2¼ 0.516, po0.01). Nonetheless, only hotel size found positively and significantly
related to performance (β¼ 0.023 and 0.236, po0.01). The hotel size indicated higher
performance of implementing innovation strategies due to economies of scale (Ros
and Sintes, 2009). The R2-value was 0.784 which shows 78 percent of variation in
performance explained by process innovation and service innovation. The result shows
Category Frequency %
Position
Top management 61 53.5
Middle management 53 46.5
Total 114 100.0
Ratings
Three star 50 43.9
Four star 41 36.0















o5 years 20 17.5
5-9 years 29 25.4
10-15 years 35 30.7





Variables No. of items Factor loadings α
Process innovation 4 0.814-0.884 0.87
Service innovation 5 0.784-0.859 0.89










































process innovation and service innovation have a positive link on performance with
β¼ 0.348, po0.01 and β¼ 0.441, po0.01, respectively. In addition, the F-test
outcomes give a measure of absolute fit of the model. The F-test outcomes show 78.780
which is highly significant, so the model does fit the data.
Based on the regression analysis, both process innovation and service innovation are
significantly related to organizational performance. In addition, to indicate which type of
innovation strategies is more likely to impact performance, a paired-samples t-test was
carried out. The result shows statistical differences in the scores of both predictors;
process innovation (M¼ 4.350, SD¼ 1.17) and service innovation (M¼ 4.338, SD¼ 1.16);
t-value (113)¼ 14.546, po0.01. These findings indicate that process innovation attained
slightly better outcomes than service innovation. Refer to Table V.
5. Discussion of findings
The results of this research ratified the significance of innovation strategy to
Malaysia’s hotel industry. The outcomes also supported with earlier studies which
recognized innovation as an important strategic concern in the current hyper-
competitive environment. This research recognized that hotels in Malaysia exercise the
process innovation and service innovation almost equally. The findings indicated
that process innovation attain slightly better results than service innovation. Overall,
hotels in Malaysia pursuing process innovation and service innovation, believed that
these strategies would enhance their overall performance.
The result of theH1 pointed out that the process innovation has a positive impact on
organizational performance. This outcome highlighted that hoteliers prefer process
innovation because they wanted to make cost reduction, acquire a larger market share,
increase internal efficiencies, attain economies of scale and monitor potential rivals
(Prajogo and Sohal, 2006; Frohwein and Hansjurgens, 2005; Porter, 1980, 1985).
This finding is consistent with prior findings that found a positive link between process
Organizational performance





Adjusted R2 0.503 0.775
F change 39.154 78.780
Control variables
Age −0.573 −0.195









Variables Mean SD t-value df Sig.
Process innovation 4.350 1.173










































innovation and performance (Rosli and Sidek, 2013; Gunday et al., 2011; Hilmi et al.,
2010; Qin, 2007; Verbess and Meulenberg, 2004). While, the result of the H2 also
showed the service innovation is positively linked with performance, which is
consistent with prior findings of Lin (2013) and Grawe et al. (2009). Hoteliers are
pursuing service innovation to create unique service creation, alter business design and
quickly respond to customers’ requirements as well as attain better performance
(Grawe et al., 2009; Frohwein and Hansjurgens, 2005). Thus, both hypotheses findings
confirmed that process innovation and service innovation are important strategies
for hoteliers to strive in current turbulent business environment (Rosli and Sidek, 2013;
Hilmi et al., 2010; Prajogo and Sohal, 2006). But, the paired sample t-test result
confirmed that process innovation has slightly greater effect on performance than
service innovation. In short, innovation strategies are truly linked to organizational
performance.
5.1 Implications
The research addressed the link of process innovation and service innovation on
performance in an empirically verified theoretical framework that significantly fill the
research gap of implementation of innovation strategies in hotels in Malaysia.
This study found the effectiveness of specific innovation strategy in determining better
performance in Malaysia hotel industry. Present research offered valid information for
the hotel top- and middle-level managers in making accurate decisions to attain their
strategic direction goal, profitability and performance.
5.2 Limitations and future recommendations
This study has several limitations. It only focussed on hotels with three star rated and
above. So, future studies should investigate this issue on hotels with one to five star
rating. Furthermore, this study examined the direct linkage of innovation strategies
and performance, so further studies could consider other variables as a potential
mediator or even moderator to expand the theoretical relationship. This research only
investigates the influence of age, size and location as control variables on innovation
and performance nexus. Future studies could focus on hospitality branding as a control
variable that could influence the innovation strategy execution and better performance
attainment. It used single source of information from each hotel, the same study that
involves different levels of management will be more beneficial and maybe reduce
the self-reporting bias. Future research could use various data collection method to
increase the response rate. This investigation only focussed on innovation strategy
issues and its effect on performance. Indisputably, other factors may affect the
performance, if such situation exists, it is considered as limitations too. However,
it is believed that present study has helped to resolve some discrepancies in innovation
strategy literature and to the nature of the relationship between innovation strategy
and performance.
5.3 Conclusion
This study investigated the linkage of innovation strategy and performance of hotels
in Malaysia. It empirically showed that hotels in Malaysia implement process
innovation and service innovation as their functional-level strategy. The findings
empirically showed that both process innovation and service innovation significantly







































slightly edge over than service innovation in securing better performance.
This has been proven by many previous studies, both in local and abroad as cited
before. Thus, hoteliers should nurture the innovation strategy or capability to advance
their overall management, knowledge of market, innovative process and service
creation (Vila et al., 2012). From this finding, it can be concluded that innovation
strategies truly linked with organizational performance in context of Malaysia hotel
industry.
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